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SHAPING UP YOUR FUTURE 
WITH PERSONAL FINANCIAL PLANNING




THE COMMUNICATIONS D IVIS IO N  
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
1211 AVENUE OF THE AMERICAS, NEW YORK, NY 10036
IT'S UP TO YOU TO DECIDE WHAT YOU WANT OUT OF LIFE 
FINANCIALLY AND WHAT TO DO ABOUT GETTING IT. LIFE IS MUCH MORE 
COMPLEX THAN IT WAS A GENERATION AGO AND MOST OF US HAVE TO 
TAKE MORE POSITIVE STEPS TOWARD ACHIEVING OUR PERSONAL 
FINANCIAL GOALS THAN OUR PARENTS OR GRANDPARENTS DID.
Financial planning is a process, not a product. It is not 
THE HAPHAZARD PURCHASE OF STOCKS. OR TAKING OUT A LIFE 
INSURANCE POLICY TO BENEFIT YOUR CHILDREN IN CASE OF AN EARLY 
death. Effective personal financial planning is the 
COMBINATION OF MANY THINGS, OVER A PERIOD OF TIME, AND REQUIRES 
ADJUSTING YOUR GOALS AND PLANS FOR EACH NEW STAGE OF LIFE.
NOW, IT'S MORE IMPORTANT THAN EVER TO PLAN CAREFULLY.
For starters, we live longer. The average life expectancy has 
INCREASED INTO THE 7 0 'S AND CONTINUES TO CREEP UPWARD FOR THOSE 
CHILDREN BORN TODAY. MANY OF US WILL LIVE 20 YEARS PAST 
RETIREMENT AND WE WOULD LIKE TO ENJOY THOSE YEARS.
Very simply, financial planning can be explained by these
THREE QUESTIONS.
What do I  have?
What are my goals?
HOW CAN I ACHIEVE THEM?
Everyone can use some professional guidance to figure out their 
finances. Getting that professional help is not as expensive 
AS YOU MIGHT THINK. ESPECIALLY IF YOU THINK WHAT NOT GETTING
THAT ADVICE CAN COST YOU IN MISTAKES.
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The first step in developing a personal financial plan is 
TO FIND OUT WHAT YOU HAVE TODAY. TO DETERMINE YOUR NET WORTH—  
WHAT YOU HAVE— YOU SHOULD PREPARE WHAT IS TERMED A PERSONAL 
FINANCIAL STATEMENT. ALTHOUGH THIS IS NOT A DIFFICULT TASK, IT 
WILL TAKE A LITTLE TIME. ONCE YOU HAVE DONE IT, IT CAN BE 
EASILY AND QUICKLY UPDATED EVERY YEAR. SO THAT YOU ALWAYS HAVE 
A CURRENT PICTURE OF YOUR FINANCIAL SITUATION.
Don't put off preparing a personal financial statement 
BECAUSE YOU THINK YOU DON'T MAKE ENOUGH MONEY. BESIDES INCOME, 
MOST OF US HAVE SOME ASSETS: A CAR, FURNITURE, INSURANCE 
POLICIES. A HOUSE, OR A RENTAL SECURITY DEPOSIT ON AN 
APARTMENT. ALL THESE ASSETS HAVE A CASH VALUE.
Your net worth, the excess of what you own over what you 
OWE, IS THE BASIC PIECE OF INFORMATION THE PERSONAL FINANCIAL 
STATEMENT COVERS. BY THE WAY. IF YOU OWE MORE THAN YOU OWN. 
THEN YOU HAVE WHAT WE CALL A NEGATIVE NET WORTH. AND ALTHOUGH 
THIS IS NOT AN IDEAL CONDITION TO BE IN, YOUR PERSONAL 
FINANCIAL STATEMENT WILL HELP YOU PLAN TO CORRECT THIS. A 
PERSONAL FINANCIAL STATEMENT IS PRIMARILY THE TOTALING OF ALL 
ASSETS AND LIABILITIES FOR YOU AND THE MEMBERS OF YOUR FAMILY 
FOR WHOM YOU ARE RESPONSIBLE.
-3-
JOT DOWN THE ELEMENTS OF YOUR PERSONAL FINANCES. START 
BY LISTING YOUR ASSETS— WHAT YOU OWN— IN ONE COLUMN. INCLUDE 
SUCH THINGS AS:
- Cash on hand or in demand deposits
- Commissions, bonuses, IOU's or other amounts you have
COMING TO YOU
- Investments
- Future interests in such things as deferred profit
SHARING PLANS
- Cash surrender value of life insurance
- market value of your home, furnishings, cars and other 
BELONGINGS THAT CAN BE CONVERTED TO CASH
- The vested interest you hold in an employer-pension 
PLAN (LIST ITS VALUES IF YOU WERE TO LEAVE THE COMPANY 
TODAY— NOT THE VALUE AT RETIREMENT)
IN ANOTHER COLUMN, LIST YOUR LIABILITIES— WHAT YOU OWE:
- Tax OBLIGATIONS
- Other debts and bills, including charge accounts and 
INSTALLMENT OR LOAN PAYMENTS
- The unpaid balance on the mortgage
- Notes to banks
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Add up the two columns and subtract liabilities from 
ASSETS; THE RESULT IS YOUR NET WORTH. IF  YOUR ASSETS ARE 
GREATER THAN YOUR LIABILITIES, NO MATTER HOW SMALL THE MARGIN, 
YOU ARE SOLVENT.
NOW THAT YOU KNOW HOW MUCH YOU HAVE, IT'S TIME TO FIGURE 
OUT WHAT YOU WANT AND HOW TO GET IT.
IF  YOU'RE MARRIED, SIT DOWN WITH YOUR SPOUSE AND 
INDEPENDENTLY LIST YOUR FINANCIAL GOALS AND OBJECTIVES. THEN 
COMPARE WHAT YOU'VE WRITTEN AND DEVELOP ONE SET OF FINANCIAL 
GOALS THAT REFLECTS BOTH OF YOUR INTERESTS.
NOW CREATE A BUDGET. FIND OUT WHAT YOU ACTUALLY SPEND 
EACH MONTH. IT'S EASY TO KEEP TRACK OF THE LARGE EXPENSES SUCH 
AS THE MORTGAGE, TUITION, AND INSURANCE. ON THE OTHER HAND,
THE MORE VARIABLE ITEMS SUCH AS FOOD, CLOTHING AND
ENTERTAINMENT, CAUSE THE MOST SURPRISE. IF  YOU ARE AT A LOSS 
AS TO WHERE YOUR MONEY IS GOING, KEEP TRACK OF WHAT YOU SPEND 
FOR SEVERAL MONTHS.
COMPARE THIS FIGURE TO YOUR MONTHLY INCOME. IF  YOU FIND 
THAT YOUR CASH IN-FLOW MATCHES YOUR OUT-FLOW PRETTY CLOSELY, IT 
IS TIME TO START LIVING BELOW YOUR MEANS. DETERMINE WHICH PART 
OF YOUR SPENDING IS DISCRETIONARY. LIVING BELOW YOUR MEANS IS
THE ONLY WAY TO SAVE AND PLAN FOR THE FUTURE.
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One of the easiest ways to save is to pay yourself first 
FROM EACH PAYCHECK. PUT THE AMOUNT YOU HAVE DECIDED TO SAVE 
— WHETHER 5 , 10 OR 15 PERCENT OF YOUR INCOME— IN A SAVINGS 
ACCOUNT. YOU CAN THEN MOVE THE MONEY IN LARGER CHUNKS FROM THE 
SAVINGS ACCOUNT INTO OTHER INVESTMENT OPTIONS ON A REGULAR
BASIS.
YOUR FINANCIAL GOALS CAN INCLUDE BUT ARE NOT LIMITED TO:
- Available cash for emergencies
- Education of your children




Evaluating your insurance needs is part of personal 
FINANCIAL PLANNING. THE INSURANCE INDUSTRY HAS CHANGED A GREAT 
DEAL OVER THE PAST FEW YEARS AND THERE IS A WHOLE ARRAY OF NEW 
PRODUCTS. A CPA FINANCIAL PLANNER CAN ASSIST YOU IN 
DETERMINING WHETHER YOU HAVE TOO MUCH, TOO LITTLE OR THE RIGHT 
AMOUNT OF INSURANCE. HERE'S WHERE KNOWING YOUR GOALS IS 
VITALLY IMPORTANT.
A WILL IS ANOTHER KEY ASPECT OF PLANNING FOR THE FUTURE.
IT IS UP TO YOU TO SEE THAT YOUR ESTATE IS PASSED ON IN AN 
ORDERLY MANNER TO HEIRS THAT YOU DESIGNATE. IF  YOU DON'T HAVE 
A WILL, THE STATE WILL DETERMINE WHO GETS WHAT.
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who should you go to for help with a financial plan? Many 
PEOPLE WHO CALL THEMSELVES FINANCIAL PLANNERS WOULD BE MORE 
THAN HAPPY TO HELP YOU PLAN FOR THE FUTURE. BUT BEWARE.
It's important to get objective advice. You need to find
SOMEONE WHOM YOU CAN TRUST. SOMEONE WHO IS INDEPENDENT.
Someone who can look at the total picture, with objectivity and
INTEGRITY.
YOU SHOULD FIND A FEE-BASED PLANNER WHO WILL TREAT YOUR 
GOALS AND NEEDS INDIVIDUALLY AND NOT TRY TO FIT YOU INTO A
PRE-FORMULATED PLAN.
A CERTIFIED PUBLIC ACCOUNTANT WHO SPECIALIZES IN FINANCIAL 
PLANNING IS A GOOD EXAMPLE OF A PLANNER WHO IS OBJECTIVE, 
COMPETENT AND INNOVATIVE. CPA PLANNERS GENERALLY CHARGE FOR 
THEIR TIME, NOT FOR THE SALE OF A PRODUCT.
Everyone can use financial planning.
There are three types of plans— consultation, segmented
AND COMPREHENSIVE.
The first type is simply financial counseling. You sit 
DOWN WITH THE PLANNER AND GIVE THAT PERSON A BRIEF OUTLINE OF 
YOUR FINANCIAL PICTURE AND YOUR SPECIFIC PROBLEM. HERE'S WHERE 
YOUR PERSONAL FINANCIAL STATEMENT COMES IN HANDY.
After that initial meeting, the planner will recommend if 
FURTHER CONSULTATION IS REQUIRED OR IF YOU SHOULD CONTINUE ON 
YOUR PRESENT COURSE AND PERHAPS MEET AGAIN NEXT YEAR.
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the second type of plan is probably the most common. It
IS OFTEN REFERRED TO AS SEGMENTED PLANNING.
Segmented planning involves planning to meet specific 
GOALS SUCH AS PAYING FOR A CHILD'S EDUCATION OR YOUR 
RETIREMENT. YOUR FINANCIAL HEALTH IS ASSESSED AND PLANS TO 
ACHIEVE THESE GOALS ARE DEFINED.
FOR EXAMPLE, THE COST OF AN EDUCATION AT SOME FOUR-YEAR 
COLLEGES IS EXPECTED TO BE $1 00 ,000  BY THE YEAR 2000. MOST OF 
US NEED TO CAREFULLY PLAN FOR FUNDING OUR CHILDREN'S EDUCATION.
Comprehensive financial planning is the third type of
PLANNING.
THIS IS THE MOST COMPLEX TYPE OF FINANCIAL PLAN. THE CPA 
PLANNER REVIEWS ALL FINANCIAL ASPECTS OF YOUR LIFE INCLUDING 
YOUR GOALS AND OBJECTIVES, INSURANCE, RETIREMENT PLANS, ESTATE 
PLANNING, BUDGETING AND INCOME TAX PLANNING. THE PLANNER WORKS 
CLOSELY WITH OTHER PROFESSIONALS, SUCH AS STOCKBROKERS, 
ATTORNEYS AND INSURANCE REPRESENTATIVES TO HELP YOU ACHIEVE
YOUR GOALS.
After the market crash of October 1987, we heard stories 
OF HOW PEOPLE LOST MUCH OF THEIR LIFE SAVINGS, RETIREMENT FUNDS 
OR THE LIKE. WHEN THE BOTTOM FELL OUT OF THE MARKET. ALTHOUGH 
MOST WHO HAD MONEY IN THE MARKET GOT HURT BADLY, THE INJURIES 
SOME INVESTORS SUSTAINED WERE MUCH LESS THAN OTHERS.
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Why?
One answer is diversification. Simply put, don't put all
YOUR EGGS IN ONE BASKET.
Approximately 85 percent of the total return of your 
INVESTMENT DOLLARS IS A RESULT OF THE WAY YOU ALLOCATE YOUR 
resources. Fifteen percent depends on specific assets you buy.
Another important factor in financial planning is 
UNDERSTANDING RISK. CPA PLANNERS PAY CLOSE ATTENTION TO THIS 
factor. Different people at various stages of life should be 
TAKING DIFFERENT LEVELS OF RISKS WITH THEIR INVESTMENTS.
A YOUNG PROFESSIONAL WHO IS 35 CAN AFFORD TO PUT SOME OF 
HIS OR HER RETIREMENT PLAN FUNDS INTO HIGHER YIELDING, ALTHOUGH 
RISKIER, INVESTMENTS. A WORKER WHO IS CLOSER TO RETIREMENT 
AGE, SHOULD HAVE HIS MONEY IN MORE CONSERVATIVE
INCOME-PRODUCING FUNDS.
WHAT ALSO NEEDS TO BE CONSIDERED IS A PERSON'S TOLERANCE 
AND CAPACITY FOR RISK AND COMFORT LEVEL FOR RISK. A GOOD 
PLANNER CAN ASCERTAIN A CLIENT'S RISK TOLERANCE THROUGH VARIOUS 
METHODS, NOT THE LEAST OF WHICH IS SPENDING TIME WITH THE 
CLIENT TO BETTER UNDERSTAND THE INDIVIDUAL'S GOALS. ONE OF THE 
SIMPLE RULES RELATED TO RISK IS THAT THE HIGHER RETURN YOU 
EXPECT ON AN INVESTMENT, THE HIGHER THE RISK YOU MUST BE 
PREPARED TO TAKE. HOWEVER, HIGHER RISK DOES NOT GUARANTEE 
HIGHER RETURN. THERE IS ALSO A RISK OF LOWER RETURNS OR EVEN 
LOSS. IT IS IMPOSSIBLE TO ELIMINATE RISK IN INVESTING. BUT, 
WITH DIVERSIFICATION, THE RISK CAN BE MINIMIZED.
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AS YOU CAN TELL, FINANCIAL PLANNING IS COMPLEX. THERE ARE 
A LOT OF FACTORS TO BE CONSIDERED AND EVALUATED CAREFULLY. 
FINANCIAL PLANNING IS A PROCESS, NOT A PRODUCT, WHICH MUST BE 
REVISED AS YOUR LIFE CHANGES.
THE IMPORTANT THING TO REMEMBER IS THAT THE FINANCIAL 
PLANNING PROCESS CAN GIVE YOU CONTROL OVER YOUR FINANCIAL
FUTURE.
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